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In this thesis, I analyze the policy-making process of Japan's postwar foreign economic transactions 
until 1964. First, I discuss how the "Foreign Exchange and Foreign Trade Control Law (Control 
Law)" was established in 1949 under occupation by the General Headquarters of the Allied Forces 
(GHQ). In the process, policy making ran into difficulty because of an opposition between the 
Ministry of International Trade and Industry (MITI) and the Ministry of Finance (MOF). Although 
the Foreign Exchange Committee was expected by the GHQ to be in charge of overall coordination, 
its effort was resisted by both the MITI and the MOF. In the end, the stalemate was broken with the 
demand of the GHQ to expedite the process. The Control Law of 1949 can be characterized as a 
"temporary" legislation based on the principle of strict control while allowing a wide discretion to the 
Ministries responsible for implementation. In this way, the fundamental law to manage external 
economic transactions was to be jointly controlled by the MITI and the MOF. Although the Control 
Law was a “temporary” legislation, discretionary management by the Ministries based on 
“prohibition in principle” was preserved through partial revisions, despite changes in the domestic 
and international economy. 
 
Secondly, I analyze the foreign exchange budget system to see how the Control Law was 
implemented in practice. Throughout the 1950s, the Japanese trade balance was characterized by a 
shortage of dollars and an excess of pounds. In this period, the foreign exchange budget functioned 
as an important system to determine the items, the quantities, and the areas from which they will 
be imported. The conflict between the MOF, which prioritized external balance, and the MITI, which 
tried to use the foreign exchange budget as a means of industrial policy, was also evident in the 
decision-making process. The foreign exchange budget system was an important policy instrument 
for MITI, who had the authority to decide on international trade. 
 
Following trade liberalization in the early 1960s, the foreign exchange budget was abolished in 1964. 
Postwar reconstruction was achieved internationally in the 1960s, and trade control was 
increasingly criticized. The Japanese economy was transforming its industrial structure from light 
to heavy industry, and this led to a diversification of domestic interests toward import controls. In 
order to respond to demands from the International Monetary Fund and the United States, the 
Japanese government promoted rapid liberalization by implementing the “Outline of liberalization 
plan.” Possible amendments to the Control Law, including trade liberalization, had been discussed 
by 1959. But opposition between the MOF and the MITI impeded the submission of a bill. These 
difficulties in inter-ministerial adjustments were eventually overcome by "external pressure," which 
led to rapid liberalization of trade control policy. “External pressures" not only provided a favorable 
atmosphere for those promoting liberalization, but also gave an excuse for those who were reluctant 
to explore alternative policy instruments to the foreign exchange budget to mitigate the negative 
effects of liberalization. Thus, the decision to implement a major policy change for the postwar 
economy was justified not by the choice of domestic actors, but by “external pressure,” which became 
a pattern of policy making in postwar Japan. 
